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| . THE LABOR MARKET' IMPLICATIONS “OF AN ECONOMY- WIDE o B
OO o AFFIRMATIVE ACTION PROGRAM

G. E. Jobnson and F. WelcH - !

.
“ .
’ . ’ * R
. . . , Q . f
4

. AN . .
‘ntroguction and Summary ' : g w.

-
K .

The purpose of thns paper is to |nvest|gate the potentnal |mpact
e )
on the dostrlbutlon of labor |ncome of a pollcy that requires that in each ~ -

flrm [p the economy minorlty workers -(l) recelve the same wage as maJorlty
'-74 R

" workers glven the same }ob“;lass:flcatlons and (2) are employed in the

- same proportion as majority workers ih,aflﬂjob classifications. "This ‘)

v 4 . M . e Lt T ! ‘. N

) Affi?mafive Acbi0n Program (AAP) obviopsly exceeds the scdpe ofL‘urrent_

[ . * v .

pO]ICIeS 1n this regard, for 0.F.C.C. actavntles only ap ly to, firms that '

donusineﬁs with the federal government. Our analysis is thus dlrected\
. LY . - -

/1o the gquestion of the maximum patential impact of affirmative actjon -
. « . (*l ’ . . ¢ .

Poli;ies.i ) W . : - .
v . . . . A {
. : -The basic conceptual framework of the paper”is based on an earlier
papet by Weich! thaﬁéﬁﬁvesgiéatqd certain aspects of the problem within a &, '
0 L] . .-", .
two-sector .framework. . There are two tategories of.labor*fnpot and t@o Lo

) ’ ) . s, . o N - '
identifiable pocial groups (séxes,- races; ‘or whatever) in the.e?onomy§ and . { .
. b . ‘- . . e LT
. \ ,

. the proportion of, the minority work forte that is in the more skilled fabor
. Loy .. .- L \'~ . ’_,9 Soe o . )
. cﬁ}egocy is less than the minority/méjority population ratio. It is assumed 3

- — v

expligitiy that ]abo}‘market d{SCfimination~téké§'the fo}m oF a dfstastg X v
- A ‘ ;
by employers for hurnng mlnorlty workers in skllled p05|t|ons This . - S~
(21 . . _‘ -~ , / .
. ‘ H

’ 'resdlts an a* Iower wage for mvnorlty than maJorlty skvlled workers --
)

. )

¥ Ay ~ . :
although we aﬂso coq5|ger-the case Ln whith there is no.dlscr|mrnat|on{/ -‘1i

/4




. Thfe\imposltlon of AAP fortes each firm to pay the same’wage to skilled ' -

I3 \
.

-

*

e e

.distribution of skills betweén the-two groups would be more effective in

workers of both SOclaI groups and to hire at" least a certain minimum.of

. *

lt.s sklued workers from the rank's of the mlnorlty group Thzs causes a

redlstrlbtm'on and In some cases a reduction in labor tng;ome depen'dlng oR ‘¢
B - - i 4

the size of the quota and how firms are permltted to adJuSt to the pollcy,

) - .

“1n thre remalnder of the paper we lnvestlgate the mpli'qatlons of

et

.
.
.

{

AAP for 3 nunber of specnal cases. For each ase we employ a numerica‘l
model of income dlfferences betWeen }:Iacks and whites in which t'he‘ '
delineation of skill is“x coIlege gﬁaduates rversus other Iabor_. In the,‘
flnal'section a model ofvheterogeneous labor .is employed to i-nvesti.g'ate

the potentlal |mpact of AAP on the :ncentives for minority and maJorlty

labor to acqulre skalls. Thls’ approach points out thetmost sarious’ problem

ExS .

wlth,a policy of this sort: whivle a strictly enforced AAP would probably
L} ' .

be effective in transferrin_g income from majorfty to minority workers in

: . . £ . ,
the short-run, it might have perverse imp'lication's/concerning the distribution _

* \".5*" ¢ ’ N * :
of skills of the‘two groups in the long. run. Accordingly, alternative -

policives wh'i‘ch are ,addressed d.i rectly to eliminatimg differences in the

v &

—the longer term, - S ’ ‘ o

. - B S
. . -
. The major points of the paper ‘are as follows: *

. N AT : -

3 . (@) Given that AAP has two prlnclpl,e proxinslons,. (l) equal pay ?

®

. for equal work and (n) mandatory hlr:ng by each f|rm of, mL‘Orlty workers ),

L -

flll a\t Ieast a Speclfied fractron of skllled positions, the effects

'vv

‘of the polhcy will depend on,th’e slze of the quota relative to the number

of skilled minority workersﬁn te economy, the degree to’ wh|ch the mll‘lOl'ItY

- - . L




group suffers labor market dlscrfmunatlon, and the'nature of the way

- \',." ,‘ o'/\‘ <‘

Firms radct to tde new environfent. =~ : - L_

' . 'a‘ . -
o ﬁ“' Co T (b) If the quta is set Just equal to, the Supply of skllled
, P v | . M
‘mlnorlty workers, AAP has no Jmpact “unless there is labor market d|5cr|m|natlon.

‘i )
“In thls caSe, the prodram results ?n-a transfer from sKilled maJorlty workers °

< -

.‘ » 'v,.. .
Xv/to-skalled manTItY workers, other groups are unaffected {,fk o

1{

O (Y When the quota is,set, at less than the. supply of skitied
\ 2.

éinorfty workers and ;he?e is Tabor market dJSCTImlnatIOn, there is an

".

|ncode “transfer from all unskllled workers tQ majorigy skilled worHers.

The |mpactjdn mlnorlty skllT'E'workers is amblguous - sshe galn sl:ghtly

but otHers are forced to take unskllled }obs and l05e~,iln'the.eVEnt that

the labor market dlscrlmlnatron EOeff|C|ent is zero dhe policy has o

P . .
' effect in the aggregateh. if Tl - A -

-

- X -

{d) The most Ilkely ‘case- js - that where the quota® ts set at more

-

than the'available Supply of skilled mlnorlty workers. ThenJ a§suminq that

flrms do not attempt, to meet the|r quota by arbltrarlly upgrading, the JOb Dt
. ‘- 1Y
tltles afd pay of a subSet‘of the:r unskllled mlnorlty workers, ‘a ,number of

[ 4 . +

skilled {m;or;ty workers wnll ‘be forted to leave thenr.)obs.and begome .
. .~ . . 4 *

unskilled workers. * This sPruation obvi0usly're5ultslin-a Msocial cost"

.
. . o~

due tP allocativé inefficigncies. In addltlbn, there is an |ncome transfer

a - ~

front unskilled workers to skilled minority workers. Nhether/pkllled NB)OfItY

«* ‘e ‘
workers gain or<lose on average as a result of the pollcy is unqlear' it
- ’, . “ ’ L ]

depends on the élaSt(CIty of SubStltutlon between the two types of labor

.

- -

(e)' ln the precedung cas. the;e ls 5 \arge group of maJorlty

. .

‘workers with SufflClent trannlng to pecform sknJIed JObS but who are unable

[ » .. ‘

to'obtain them becaUSe of.the quota system. It wlll then be’ profrtable for .

some firms go hige them at a lower than brevalllng skllled Wage and meet

T \




P :;'o. tﬁe quota by bumping" some UnSkllled mlnority workers lnto the skllled job
',v - Qlass;ftcatton ;hrstg:ld create‘two c‘aSSeJ of flrms ) those who meet

E} . c . -
S ,i . the.quota by hlrlng skilled mlnorlty Workers and those who meet 'jt by ¢ .
Dl A .".

3 - ) engagang in sknll bumping. .Since uﬂ:average qualljy of rabor pand as '

7" . ”sk:l?ed“ in the latter firms is 1ower than for the former, the skllled .

S

’ -wage |n the fo:mer case WJ]] exceed that in the- 15tter Now‘pll ﬂBJOFItY

- ’ slllled 1abor’ is employed in“a skilled capacity, so there are no allocattve ’

a‘ -

\. inefficiencies as in the precedlng case. The pollcy results: prlmarnly “in

- -
.

an incohe transfer from majority to,mlnorrty skllled.workers, but some’

’ . . ° .
.

. / ) . t T . . . .
minority workers aiso gain from the policy because they are paid the lower
= ’ 5. - -’ L ) \ to

“skilled wage rate. .

»

-

' * . A .

(f) wuph ski l bgmp:ng notice that there are two wage Tevels
prévailing for skul maJornty workers . If they can get away with it, CT

’\
flrms whlch meet the quota by. h:rlng skllled mnnoruty workers . rather than

. ' engaging.in skll[ bumplng would preﬁLr to pay a lower wage to thelr skulled
majority workers, in fact that wage whlch prevalls for the ‘other class of
. [ 4 [ 4
« firms. In thls caSe, whlch we caWI “'reverse wage d|scr|m|nat|on,“ the

v .
- ¥

degree to whuch skilled mipority workers gain is tncreased but, as before,'
. L , "i

there are no serious allecational |neff|c|enc|es. ' . | —
- L ’

. i
B ' i

.“(g) .Finally, we attempt in the last section of the paper to

[y

e .

, ’ generalize the model to the case of a contlnuous skill® dlstrlbUtlon The

rd

"~ major re5ult of this approach is that the nnpacx of the pglicy is greatest

. — .

- in the middle of the skiltl’ d|str|but1on -- mtnorbty workers galn most and.

3
- - -

maJorlty workers lose most as a reSult of AAP when they areé in the mnddle

. of the pack rather than at either of the extremes. The_most un}erestlng .

s ] 4

implication in this regard concerns the effect of the program on incentives
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r

:

' 'ac.tually fall ‘for hlgh levels of Schoollng, and. th.,s would tenJ to exacerbate

) (] . ’ " ;’ bf . ! . ‘ »
- . ' v ) ' ~ B} S _ - .
v , . . PRI ’ .
»~ : ; " . i . 4 T . / = W4
L] e | ‘. Y

for skill ‘ac\quisition The rate.of returh te. schooling‘kfor -mi/r:orities’ will

A} -t

~ . »
14 ’

t)\e prob.lem of unequa%sknll distributions :in t‘helpopulatlon. On ‘the' other

hand, the tnereased |ncomes to mlnorcty workers m|gh.t balanc.e_gff th‘l's"loss

.
)
L]

LI - -
. ‘Y _ . .,

of incentive. ~ ° ] - F o,

[ - 1Y . .. f d
- . . M
. { . v . . e
Bl . N / .' [ M * ‘
¢ B

it. An.Ahalytical Framework A . - ' '
‘o, ) . i - % ¢ _ .
. \l‘ . * ¢ . ., . :.. b * - [} - kr ) (
‘A. Labor Market Equilibrium Prior to AAP : . o~ > :

A \_tl. It' ls first use,fuL to set outithe nature of labor Market equlllbrnum '
prior to the ﬁ\mposnlon of AAP w‘e will fo<:us on a model\ nn‘.whl'ch there are '

.
. *

ftwo groups of korkers, "skllled”’ and "unsksﬁled " The productlon process is

l such that’ the former £an perfo‘rm the‘functlons of the latter but not vice

~

~—yersas - The—ag%r L laber -§5-- fuxed at S =".i +" Sz,fwhere

[N

.

\ the 5ubscr|pts il and 2 refer 'to Ymajorigy*" and "mlnority" workers, respectlvely

1

\Slmularly, the ‘aggregate 5upply of unskllled labor is U = U + U2 The ratio

) -
of S2 to S is ‘flxed at.y in the short run, and thlS is, for a varlety of

| RN

’

rea.ohs, less, than the mtnorlty/maJom ty population ratio p. . ’ »

A 14

The aggregate productlon functlon for the economyxls Q = F(S, U)r

and we assume tHat Fi. is llnear homogeneous In the absence of labor marklet
dnscragunatmn im, the economy!ﬂwe two wage rates would equal thelr marglnal 2

g “a\®

products, or w = aQ/as = F and“w 3/l = F ! There are numerous approaches

- to- the specnflcatlon of the/ature of labor markel dlscmmlnatlon, but we
' “ | Nt

. [} %

Twild assane the most rud1mentary model of dnscrimtnatton by employers 2 That

|s. each firm in the economy percenes a pSychlc cost assocnated vuth the

] -

hiring of skllled mynorlty workers ‘and thus' acts as-TF it i.s |mposed with

/ * o
# tax of n on each S2 worker it _employs.. The ma,rginals cost (both monetary .
. - \ - t‘ ! N ]
- . . - ) / ™ *- "
- 7’
. - . E



SR L : . ’
e [T L ‘P’ . , .'; " " * ) .. . . . -
and psychic) of'h:ring an S2 worker is \Js-z + 1, but the marginal cost of .

RN . hl{lng a sktlled ma_gorlty worker is only‘w '.\ Thus, in order—fdr' marg'inal

costs of skllled ma_;’-ty and minority workers to be equal |t~must be tr.ue ‘v

- 1 . |
g . that W -2 =W . n, where wsl. and wsz are the h_lages of skilled ma_jorlty

s . s

‘' and mipority workers, respectively. we.assume shat employers do not care - .

)

ut the ethnicity, religion, sex,.or whatever attribute of their unskilled

t M s " -i »

-workers, so both the Ul'§ and'Uz's veceive ;he sing‘le unskilled wage wu.

The margnnal produc!iﬁ of the two grades of labor are, given, ti-

-

. - —— y—— | meme -

aSSumptlon *)f the Ilnear homogenelty of F both determined by the ra‘tlo of

. s w0

skilled to unskilled Iabor, k ='S/U.  In particular, d(log F,)/d(log k)-— (- n)/o

- .

Vo - and d(log F )/d(log k) = n/o where n is the eIastlcnty of Output wnth r'eSpect

"to $Killed labor and o the elasticifty of SubS'titutlon between skilled and .
» . - »

L4 - "

. unskilled'labor’.3, The ~total wage bil} of skilled labor !‘n ‘the pre-AAP .
. . . - S
- > { L -
. economy-is FSS - nSz; employers have to be induced by;ﬁ the amount "S'Z to -emp oy
3 . k . .. h , . /’i‘
. « the S, skilled wino'r:'ty workers. = . t, §
. ', o ‘ . / . ) ,

’

- e .
.

B. The. Natu're, pf the Affirmative Actlon Program/ Y \ )

.
e

Lo ; AAP has two components {1 e;qual'pay-for equal work (i.e., Vsz‘

. must be made equal to;'wS ) and (2) ea'ch'firm must employ at.least g skilled oo :

minority _wérkers for ’EéCh skilled majority worker it empleys. The quota .,

. . . . . £ . e ' )
) is obviously & crucial part_of AAP,for, since' firms~an no- longer .engage 7
. . . . » . i
- * in.direct wage discrimination: t y would s?n}ply fire all thelr S2 workers :
[ - . _

. . ‘ |f they c0uld get away with it assumm 0). The |mpact of the Pollcy'

depends on thd size of q relat ve to Y, and the next three.sections examine
‘\) ? ’ ¢ /

N . .

. .
the.lmplngataons *of setting equal to, less than, and greater than y,
v redpectively. Subséquently ‘we will #nvestigate the posmb:lr.ty of some
. | . - o . ’ .
! - ' i .

. 3 ' ! -

» . "/‘ " - ‘ “ !
’ ® ° : ) ’ . ;
, ! - 10 . i ; t N
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' fifhs attempting to engage in "ski’ll bUmplng,”'c.e., attemptlng to meet
. ,'q- . , A ‘

the quota by uggradnng unskllled ‘minQrity workef; }o sk}lled pos-tmns,

and then ye wtll ‘examine the 'llkel;hood o‘f reverse dlscrlmmatcon, i.e

vy
.
/‘ ~

-I.ftang the flrst part of AAP when the quota drnves \J 2 above \J '.
. - . !
« Throughdut the analysns#e w'lll\a/ssume that there |s universal .

~ 7 - .

co‘mpliance with the provnsnons of AAP Thls is perhaps the most heronc

. .

,of-aH the a55umpt|ons of our andysis, for there |s u5ually a strong .
i C

incentjve for ‘the ’typlcal firm, to gét around its pr0vx.snons. lnd‘eed~ it

'

N K]

~w0uld probably take a very large enforg:ement staff as well as st-ull retro-

_ S -
active penaltles to rmake it stlck. . .o . .

. - d

‘. . . ’ N . 4 ' * ; ‘ ) y T :é :
‘ ) * . / . .
<A Quantttat:ve Modtl : ' ;

P -

In order to get an idea of the quan-ti.tatuve magnttude of the effect B

- . 'Y s -

‘¢ of varlatlons in the pohcy we shaH dlseuss in the next sectipn, we wnll

—
' “ \ -

" employ a numerical model of the Impact of the polity on'the relatlve

garnings of black males relative to white males.
The productdon fusction Fs C.ESS., _ R | I
. PR 4 ’ N » P . ) *
SR - I ‘9_‘_1_;}_- S S
o a=clss P+ (1-6)u." 17T . !
so the marginal praodugts of the two types of labqr are O » . . )
’ vy ‘ ’ . ‘_l " L‘. ' 01] . ‘. - « ]
. (2) F (kb= eske e © T+ 1-8] B |
- ) . N . . , ’ v‘ , . : T 4 )
and ; ) " .
| e o]
. ’\ o-1 Py . '
> (3) 7 F ) = = c(1- a)lkk +1-8) . et
.:" \ ‘
Ty ' - ' ’ .
. \. . " ‘0 . @ M ]
/ R ,
t " . .
i i . " * e L]
- . v 3 s . ' "
" ) . ’ .
4 Iy - , ..t 1 s ¢
| ’ * ~ lls ! “ .




-
x
v

US|ng callege graduqxes versus npqrtojlege graduates as the (Admattedly

somewhat arbltrary) dellneator of'ﬁskurj " we ca’ méke some ;easonably solxd ;

. = T
. \, ". Y U

‘ estsmates of the feleyant parame;ers af %1) Fnrst, a number of estimates

,of the el%sticuty of ;ubsgbtﬁh; ‘rptfudlné""eparbte ones by the authors,h

L
place o -at about 1.5 Arbltrart\y settlng E at IOO, the valpe of F at a-

¢« -7 . .- . ‘
nine-per: cent cate of retirn to co)lege is abouf 150. The value of k for 7/

i ~ I
.mates in 1970 was .1636 (See Table 1).° These' facts are sufflc:ent te, |dent|fw; v,
T * ‘o, . ‘ ‘ '
oo . T B

~
.

Table 1 oo , .
Y .
Proportions of Males Over, Age QM ln Four Sk|l1/
Race. Glassifications, 297 . )
. “ ,d% - . -
. < ,‘ . .
] - - Zv L
s 2 AU b
(whites) , (blacks) ||, total

1365 .00k .Tho6

7734 .- | o860 || .8594,

~1 - \ -
}§La4 9099 AA _‘.090]3 1 1.0000.]
. " ' \JP/ s - -

Source: Statistical AbStract of the U{S., \97] Table 162\'

-

[}

\ 4

~ .

14

Y
-

3

t . 3097 apd ¢ at 196.01. Thus, the equatibns Tor the marginal products
4 . L .-
of the two types of Iabor become B D

L) F, (0 = g0.708 @ "3y, 3097’15”3 5 6903]

g\ R ) R .

G5y £l = 135.30603097 &3 469031 .

*

-
-’

. -




v L e " T
- ~ , N . . . - . . o‘& r *s . . * R . -
e » - *\L ‘. - !s’ . . N . ’ ,
. o~ ‘- The va!ue of y “for .the blacks/whltes case ns detéraned from s

Table v, to be ‘0300 as compared WLth the populatlon ratlo of p= 09?0 . R

]
u - . .,
.

: ) N ' we will present estimates of the 1mpact of" the various’ versions

A\ -
< . . ~ v - '

of AAP ,on the basus of three alternative. assumptions, conCerning' the slze )
- , . ; N 3 o ° . . ) . . N

-~ . of m. These are:’ = =" 30 {a 20 per cent discrimination coefficient), e .
. L ; : ' . , . ' *
: *. 7w =15 {a ten per cent discrimination coefficient), and 7 = 0‘.10 labor _ S

e ey e, : # : .
AR market' discrimination). ° : : 4 o

- N . ~ . ) P . "“m. (2

\ 4 . ~. ) ) . . P
7 . 111, The Impact of the Program on the -Distr‘il?utiorf,of I’n&m
. ’ ot . >v © o~ 2 - . - - S ’
The. effect of AAP w|H depend on fow it s enforted and how in

LI N 'I

i N
. turn firms react to the pol‘l\a‘.\ The first 1ssue concerns whether or not - .
, s g‘l - - - - ¢

.. “the’ quota urrder AAP is Set so .that- the furms have to hlre more mlnority A

o K . skilled 1abor than is avallabfle u'r the etonomy If .the answer to th!s is ‘

|n thAffl rma-swe, there is- then the Guestion of whether furms wlll fsre .

i . o v . ‘w‘ » L ~ =, f —.
‘ . sonre of thenr sknlled ma_;or:ty workerS“ {or “bump" them down), place some

:, .

of thelr Ansk-llled 'mlﬂ;orttxy workers nn pos,:tlons w|th aqsknlled Job tJt}e -

and at a sk?N#e,d wage rate (bump them\ up), or engaﬁ in reverse wage

dlScrumsnatl6n in order to’ lpeet the quota. ° » ao 3 ‘.’ ’ :
. . " - ’ - s - o
° .ot - ¢ ~ .‘ .o - ¢ LN
A.-The Impact, nf AAP wnthq=y7 ;. .t .‘,zﬁ;\
[ * . - . " .
. . Th.slmplest case is that’in wh|ch- every flrm in, the et'nomy is,
.- ) - . . \
. . toLd it must hnre skilled mlnorlty uorke, in proportlon to . theﬂ"'ﬂelatlv.e
i+, weight in the’ sk:lled labor force, i.k., 9 = Y=3 /S We 'ignore tho:? "", ey
' ~\ ‘ -
. ’prob]ems arnsnng ?rom the fe'ct that minority groups (e gl, blacks but not .
f ‘P.'l *
worﬁen) are &lstrnbu,ted unequally ori a geographuc basw AAP would have to’

[N

\ DA " be amended take care of this. First,: aH ftrms would. have to pay the o R




PN

’ '..‘ - -t : w i . ' . A .
’ R Y same wage to §‘ and S2 workers,-and each firm would have to hjire 'Y/(]+y)( .

0 . -

- ;SZ ;voerrs per sk’rlled worker. Fir'ms with fewer S.z's than the quota, wouwld
' r}' have to attract more in.order to maintain thelr skilled work force. Firms -

v .

- 7. . "

‘%’ lhat exceeded the Quotb however., would let th’elr swrplus Sz's go because

: é . they .ndw, cos't more than’ the pre-AAP wage W\Z a .

. *

. .. - , . |
- A After a great dea\ readjustment, the skilled wage would fall .

... - tha value N ' which 1s strictly between the’old wage levels N 2 an_d.wsl.

L3
,

’The reason for this is that the marginal cost of *Hed labor to the firm
; -

g is now w v+ ny/(l+y), and this is set equal " to- F_ (k ), (,where k is the _ .

e pre-AAP and .in this case post- AAP skllled/unskllled labor ratio. TheEld)
|}

i ' 1 2'= ) . 2. / 1 '
. ,wages were ‘ws..- FS(?O)Q and ws s.(ko) T, SO ws < \4 < w so lo

O . ;" ‘e <, . . a
» o as m > 0. |If there were no direct labor market discrimtnation {m = 0}, ]
' T a . X ' . . P
- _the policy would cause a lot of shuffling of workers between firms-but ~.

‘would not have any ultimate effect on the distribution of income. - T,

'

4 The wages. paid.minority and majority unskilledjworkers wq}al.d still - A
' / '&J ” |

.

‘ be w“J = Fu(ko),‘ana employers are stil} receiving their income'transfér \ R

»

4 : . L
. . . to compensate for the hiring of the 52 workers- "Thus, the ultimate“i'mpact

o .of AAP in the case of q =y is a transfet of income from majority skilled - .
.4\ v - ' N o ’ . 1

_to minority skilled workers. Put differently, AAP in this case forces all

. .skilled«orke‘to share proportionately the burden of discr‘iminati’Oniagainst .-

Y - )

<

1’ T n‘\ino;i'ty skillaed workers.  * ‘ .. ﬁ
o J We now apply .tr;e quantitative model set outtin I1-C when the quota ] a |
. . . is set equal te the number of black.colleg'e graduat;s. JThe.quota is set "’ 4 ~._> ‘
at q = 03, so the new sklned wagq |s N '= 150 - .0309n. For m = 15, ‘ ]
'?;

) ws' = 149.54," and for 'm = 30, NS‘ = llo9 07 This'repres'ents a fall in the

.
A

-~ \' s\
® - income of skilledwhites of 0.3 per cent and 0.6 per ce®t for the.respectiye
",., AR . . o \ i .

‘- . . L

R . . o
R - ) a0 ; .
- : . 14 .
L) B

t R P oy . s ’

2 -




valueg‘oﬁ n. ¥For black skilled workers, however, income rises by 15k <
< - . . - . . ’
; . from 135 when n = 15, or 10.8 per cent, and-by 29.07 from 120 when = = 30, ,
o: 24.2 per cent. For the case of 7 ;-30, the ratio of’average Rlack wages
\ ’ .
'3 *

: - . » .
to average white wages increases from .93 to .9523, or, in other terms, °

-

' . , « .. . L ) )
‘ the policy resulds in a closure of 22 per cent of the (unadjustgd),black/whlte

Y - . .
'

' ) earning differential.

.
‘ . ' ’ ) -
.

B. 1impact of AAP wnthq Y ° =
/ i .
; ’ F Suppose that ™We administrators of AAP underestimate the number .

of minority skllled workers and set.the quota below the available Supply

(Anothér,reason why q mnght be Set below Y would’ be polltlcal pressure from
‘ 4 13 ¥
r .~ ) skilled maJorlty workers who, as we shaII See, may benef:t from the policy.) '

' -

In the absence of employer dlscr|m|nat|on (ﬂ = O), the policy would have

* no kffect on wages, but if # > 0 firms w0uld get rid of 5urplu§ (i.e.,
_those not required by the quota) skilled minorit&-wo}kers, for, because of

. . R ) )
> “the equal.Pay prpvisiBn of AAP, firms can no Jongér:ze fully compensated

R}

fot hiring S2 workers. We will thus focus solely on the'effepfs of the policy

¢ with %,>_0.~ ' ;o . .. ] ”*’Lj
’ ' There are two maJor effects on _khe skllled wage in the case of |

' H
labor market dlscrlmlnatlon First, as with the case of. .q =y the marglnaP |

(4 '
.

cost of hiring skllled Iabor rises due to the |mp05|t|on of AAP, and the

‘ marglnal ‘productivity c0ndit|on for skilled labor becomes Fs(k‘) = ws' +
(q/(::q))n. This ten@s, of course, to drive ws' be)ew FS. On the other handn

. [ ]
firms will only hire qSI of the ySI skilled minority workers, and the repainder ‘

‘will be forced to find jobs. adewnskilled workers . We eSSume explicitly
b} ~'§ ! E [y .

thrOug‘out this éection that whenever a skilleg worker is forced to wowrk in ) o




increases accordingly

unskitled workers. This makes k' <@l and F i
Another effect results from the fact that S|nce employment of skllled
- -« °
the total wage balL |h .,

e ‘tnornty workers falls belowhs pre-AAP. }evel
the economy indreaSes ' " ca, ‘ggr\e‘ .-
g - :
ult which IS |mmed|ately apparent from the above i
fa1l
»

\“The only res
that unskilled workers lose from-the above pollcy, for thelr wage
S. of the 5.'s Pnto fﬁé|r ranks.

K}
ras

2

’ LY
because they, have toqﬁpcept W', Th

Y -
as a‘result of the inflﬁx af (y - q)
. 4
rises but séflled_majori A~workers

skllﬂed'mlnorlty workers 1os
N
workers |s-@lso‘amb|guous, F
-
| f, however, q = q.

A .

sk:lied ma)orlty workers

4 s
from all ather. ghBup§“;7
tltatlve estlmate of the lmpact.of
)

'* For a quan
3
that q is set Lat OIS, ha1*)the value of Y in our black /wh:tes ex mple

. , -j workers orHy 00205 arg.

increases from ISO to ISI
. A

"F,
u

99 77, which ?ﬁ the value off W ' Hﬁth q-=
= skjdled wage level is w ' 8‘- thlQB.
" forn= el W' = 150. 9k, “With
move from a wage of 135 to lSl 16 rut the other half move from 135 te~99.77
.47, or a decrease of M her X

»

SO ¢he|r.average is |

' » .
v gﬁ ’ ‘ .
as unskilled workers,
= 30, howeuer,.the average is 525 36 as compared to 12
f
St

cent For \ =
pre*AAP tlmes, and th|s represehts an"increase of 4. 5 per~cent
30 (the twenty per cent d|5crrm|nat|on coeffncnent), the ratuo of

with 7 =
. P .. ‘
g S to avelage whnte wages exhlb‘ﬁs .a slaght »ncre

average b1ack wa

. C .
.‘ ' ’ ‘
ks N - ‘ T . . . . .
’ . B . i - - .
. s " R Yo
. ’ . ’
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' :;‘ \ : . - s o ' g
% - . . .
¥ - e ‘' )
, év £9387.to 9399, or a rec{uctlon in the,gap betwa@n blacks and whites of ] <., /
T -
f‘ . [
-3 only about two per ceat. If'g = l5, the relatnve income of" blacks in the
s, 2ggregate falls. - ‘ ; . : e
v oL, - ‘ - . .
. . , 4
K g . ), . / . . A N .
¥ C. Impactsof AAP with q 5. v . o L - . ‘
& e ' N . - \ : AP 2
. ) ood, 'The most interesting case arises when the quota is set above the .
. i s N A . s“
- available supply of skilled minority, labor. Then firms with fewer Ss'.-s .

than are required by the quota must fire some af the'rr'S-l's.-lAt' the * - &

A
+ +

o f . . S
. ' prévaming wage level, which is now w;'~ because of the equal pay provision, (-
vy . 1t - . " - . ~ -

theSe?fir.'ms would demarg fore skilled minority worlle,rs’ than they ;un:ren;t_ly
“h-i re‘andnwould raisestheir skilled wage acéordingly. Uhen all adjustments BN

v 7
. -

e are comgleted *the value of the -skllled/unskllled labor rat;o has- fallen
v - s “‘ ' '
from k~ to k' becayse only $ Jq skolled majority workers ¢3n be employed .

H N '

. - -

in a skjilled';e‘gpacuty because of the dm;éa,f/rowsion. Thus, (l--y/,q)Sl . s .

o]

. “workers transfer to unskille‘d positionss: “ - ©

. [3 ." " ¢

. - As wnth‘ﬂ:he case of q <y, the marginal productivity condition - .

* for skllled labor is F (k') = W, '+ (q/l+q)n .Now, however, we can conclude .

P

udamblguously that’ skllled mlnorlty workers gain by the.polncy, for the ’ '.
- [} + »

burden of dlscrnmlnatnon Is shared with theLr m’aJorlty counterpar}:; ang

the marginal product of skllled labor has uncreased As with the case of . =

A v

. v g <y, alk unsklj;ked wor g lose by the pollcy, for F (k’) «%g(k ). The ;
gffect of AAPson the.position oqukllled ma_;ontyyworkers P.r. _unclg.a(. “f |
the value of = is not very great i__(and the valuexof o smalf), HS > ws . . |

. o>
- . v : <
*,- e . F A Y ' -

* -/ but some S“‘s dre.receiving the uﬂskllled/wage rate.5‘v S ) ; ' '1
o . - . ‘e . v *

4 . ' .
. To obtaih an idea of the quant)tatlve eéffects of AAP in this case,
1] . R ~

we will see what happens when q is set at..048 (which is as high .above y .- ' N




- &
5 . ?\9387 i‘n the pre-AAP peIlOd to 95l0 aftef 'Wﬁa}l, or a reductwn -
M -G — v I L ’

as .015 was below it). Hns case, one=third of skllled ma_lortty workers

i & .
mus t transfer ;o uns llled g;obs, and the value of k falls from 1636 to
‘ . .JQ39. §L‘l‘hls onlploe thatJFs(k') mcreaSesafrom 150 to l9:l'.9l, and.F'(k'), )
’ . and hence WL;, fal s fro':n"lOO to 94.54. "The skilJed wage is 191.91 when - Lo :
“0: "ﬁ”ﬂ d, 191,;26 noT ;L l5, and l90~69 whenm = 30. This obvmusly represents . -
L ;" L 3 .

a huge lncreas ip thé earmngs of m;,norlty skolled workers - ranglng from~

e 13 4
© -

2] 9 pef cent for '/r 0 to 58. 9 per: cent Wen T = 30. Desplte the fact .
r / . lé')’ /

that a thlrd of skjlled majority workers are forced by the quota to take.

- 5 L N

.

’ unskilled j bs\(it_ws{aye;gg\}ncme actuatly’ ||_;creases as a result of AAP, ] \\'A

from 150 :155.55 with ¥ = 0, 159.02 with 7 = 15, and 158.64 with 7= 30.

v RA — * The llngt’,uré* of the redlsf‘w\;&n of income due to AAP is seen - -

.‘,~_ :;rlbst cle rly. i Table 2. Notice ffrst ‘that the-agéregate la‘l.:or incox;u‘es Ce s,
) of both blacks and whlteslfalls /For =0 ."l5, and 30 the average income e C
,"':"" ' %?duct on f.or bl“acks 7S 3 2 2 S,.and‘ 1.8 per: cent, res/pectwely, and f 4 ‘:.'
.' ‘ ' . whltes it ns"3.0 3.l,‘ and 3.l pe"f cent r'espectlvely. Thus, for l‘ow values ‘ .

. -of the dtstrlminatnon COéfflCIent,'blackS in the aggu‘eg‘ate lose nd due -
® s L TR 5 L

- . l
- to AAP, even if q < v, for’ they already are overrepresented in the r

P
-

‘ )6f the unskllled For high ,valuescof the dlscrsmsnatlon coefficient, they ‘
Y T T T s
RPN gajn sllghtly. For n= 30, the rat‘io of blad( to whl"ﬁncomes rlses from

il agzo per cent of the black/whlt g come gap S, AT
A ‘5’ :f' v . . " . . ’ ’
. ‘d - & ' v o . ‘ H
PR lmpllcatlons of SRill Bunping . ‘ T ) |
¥ . d . " - . . :
“ ';-! - Yine the p{ecedlng “example & thll’d of the skilled ma_lorlty work\

L]
\” force (and only sltghtly less than a ter‘d of the entire Sk'l”ed work: force)

‘. wWas r’glegated to unskilled JObS be;,auSe of the quota restrlctlon Civen l [N

L] ¢ t .~
2 ) ‘ . N | I ' %‘it
[ 4 ° : * ’ * ! " 4 r
- . * LI
. ‘ .
.. /' - ., .
* )
. >
. * | . .
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’ " Table' 2
A T / .

) : Incomes and Wage Bills 'of Four Race/Sk}11 Categories : L W
» ' Before pnd After Imposition of Quota (9 = ,045) . ] IR
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- " the twg, prOV|S|ons of the Iaw, however, fhere us more to the story Suppose

. A \. {!
that 3 crafty eutreprenear decided to comply wrth the provnsnons of the- o

}aﬂ by otfervng some*bf the underutrllzed Sl Y

workers a“hage of w ''and .
meetlng the qudta by calllng some of |ts unskllled manorlty wdrkers ”skllled“ \ ‘
. . : )
‘(ang payingqthem.the skilled wage VS"). As long as w "> W ,,tth ahrangement_

-
»

~ » N

I ) [ . e N ' ,

is beneficial to both the SI and U2 workers, involved. ) ‘ .
. A . ™ * 4 / -

. We will assyme that- the firm is able to employ the Uz's it "bumps' . '

‘

to a sk'lled wage in an.in fact unskilled status and that,,iffthe firm has,

LY

X
a taste or dlSCFIMIﬁGLIQﬂ, it still recelves disutility”for each of the

| U2 s so treated. .The margtnal cost of skilled labor for the firms that mee t .
. ! . . <
. the quota byfJhiring both S] ahd S2 workers 1s W, '+ (q/(l*ﬁ?ﬁn. The marglnal'

» , I ) ,> g
cost of sknlled %abor for those firms that engage ln skill bumplng is
(l+q)ws” i qr - Q¥ '. If the Iaw permtts thls type of behav1or (and there
\/ v P \
is nothnng in.the two provisions that makew-lt sllegal), there would be_

.

two-Setsiof marginal condltlons for skilled worke[s, i.e.,

- ]/' , = . . © .
C T LRk s T ]
R « . =W “(I*q) trqe W q ‘

.
A Y

Note that allss‘k-tlled labor ‘ould be employed"‘?'n the skillecj occupatlon Yin o« -

! thls CASe, so k = k . ‘Since W ! E (k ), we see thax , ) ?$ ) - l
- ., N | e - - . .o + - :ﬂo \
.“. , . - (7) . \ws FS ("‘0) n(|+q A t Be .. . . f .'
:"“a{ - . §r ! - v ., .
+ afd " A
..". - N "n o= —-— - ' * .
L (B) " =k Ih ¢ F k)T n(,+q) S P,
In orderffor bumping to'be attractive to‘skLlled minori ties who cannot receive’ P
. ) - - . I ) hd ? . > )
V"'because of .the- quota restriction,'ft must be true that W.''.> W '. This . i

~

S N ’

*\ N
s’ clearly satisf:ed so long as F (k ) - F (k ) > v, but thi's had to be %o,

L4 . - - ’/
2 ’ 4

for ws, > wu in the pre-AAP period. THe, same condltlon aSSures that

2 . . - . LN
.

Wt SR - ‘ SRR R
. . L )




»

]

_:ncome are, qu:te stralghtforward

no‘t as zuc “as. ‘they would .gain if q =

' The quahtat’n ve -effe\cts oF thus polncy on

The S2

L
BV ¢

t.he ﬂlstrrbutlon o‘f

.
-

workers’ 'clearly' galn, although

v

y or if sklll 'bumplng wer‘e made, .

]

‘il}eg 1.

?

‘Unskilled ma_|or|ty workers are unaffected"by AAP, but the aver“age

¢ ®

)

earnings of unsknlle'd minority workers |ncrease$ for a fraction of them

»

v

The blg Ioser’ are the, skllled majority workers, those

. N N .

receive w YW ‘.'t

who are 1ucky receive W.' < W

4

nd those who are unlucky receive W" < w ',

-

Thus, the existence of skill bumpl‘ng drast(cal'ly 'shifts the burden of AAP

‘ ~

.

'with-a-=

We wi H present numerical \esqi
3 -' . \‘\-
.045.

’

Since there-is no"'unoeremployrner(t" of -the Sl’s,. k™= k0

(.ﬁes for the S'kf’fl bumping case.

- )

.

,ahd the marginal prongts of the two skﬂ[ groups are 'the same..as in:the

. A v
T . e
w K

« s .
4 »

"The

pre-AAP period. 150, 149, 35, Cahd 148. 71 s 71 is o IS;'and/30h

) <
wages of the» 52'3 tncrease by ¢, 10 6, and 23. 9 per cent as nis 0 15, and+
4.
.30. The value of W, s 147 81

1107 16, and M6 52- for m = 0,°%5, and 30',

respectnrely, and at q'= 0145, a th‘i rd o'f the, ‘skilled majori'ty workers
-~ t o .
receive this lower wage. Thus, the avef'age. earnings. of the S 4ils MS 27

-
‘ .
s .

im the, aBSence of dlscrtmlnatlon,_ lh8 62 wher® = 1‘5, and 1147 98 when n = 30..
L4 fal

w.d\ q = 0145,, only 2.4 per cent of unskllled mlnorlfy workers get b.umped l .

{ . : - -

)
/to the W‘" wage, SO the average earnlhgs ‘of the Ui 3 ‘ére mcreaséd from 100
-~

>

_in the“‘pre—AAP(period,to IOI.IS, 10'1.13, and lOLIZ,for~the‘ respect'nvei value _e
.——/
,ofl

*

30 the’ average earnings of all black workers -

. o e ’

963§h=which, sinqe tbe pre AAP value was

93‘87, the AAP pcrhcy wc‘th skill bum;Slng and g-= .045 cIoSes 4o per cent of

n.+ Finally, with 7 =’

relative to all, white workers is

N .~

S

.

ol

i
" the earmgr%gap between bleck and wh|te males. 5
1f

Q were set equal to .099, the black/white population ratid,
the effects of AAP would, of course, be more profound. ws' is.npw 150,

.

L s

Rl




-V

.

-

148.65, and 147.30 as ‘% s O, 15, and 30’, and value of W s H{S 50, ‘
lhh 15, and 142.80 for the three cases. leen such a large quota relatlve
N

" to the nunber of black skllled workers, only 303 of the. S 's can receive ’

to. rise to "105. Ol\. loh 86, and 104. 71 for 7 = 0 15, and 30. For the

{J

-

w 's the cemalning 697 recewa\vl " This means that the average ancome of

> -

the Sl's is lh6 86 -145.51, and 144,16 for the three va!ues of m. n order

to meet the 099 quota, firms have to bump H 0 per cent of uns!gjlled black

orkers .to the N " wa e, and th:s causes the average i ncome of the U 's
9

i . . .

situation in which = =130, the average i ncomes. of blacks l’elatlve to whites

rises from .9387 in the.ﬁre:-,AKP periaod to 1.0052, i.e., AAP e'l:mmatds the™

black/white income gap. - ) - . C e '

E. Reverse Wage Discrimination

The equal f)ay provision of AAP is,. of course, intended to put a )

r

stop to wsz < ws'. It"would also-be against the law for firms to reverse

- - . i R . -7 A
this' ineguality, but in this section we examine‘the implications of AAP

t M . R 4 _‘} . . .
with q > y when the first provision as enfofced only requires that fIrms

® AR -~ —
-pay sk-tlled ‘minority workers at least as much, as they pay skllled majority

4

-

workers ..~ ‘ - ) - ; ~
v P .

The reason that the possibiljity of .J'e\lfl’sé wage' disuimina%ipn

s

firnes to mind is-that under the equilibri.ur;\ wi th skill humping in a segment

the labor market some skilled majority w raceive ws_' while others
e : % ' T
rcecive the lower rate \nls". Consider another ’cr’ entrepreneur who hires

both S‘ and S'2 workers at a wage ws'. Why, he asks, ‘should he pay his

.

skilled-majority workers u'g' when the same type of labor receives w "across

-

{ghe street and the AAP ad\hu\trators are qulte unhkely to’ be offended .

N -
4 -
» .
»
- = * .
.

. ¥ - .
' . Ta e . . -, L




A °

his lowering their wages to ws“?. This lowers the costs of product‘ion‘and

is emdlatled by other firms; bdt thi's increases- the demand f;r ski.iied “labor

and :hd?”the value of Wg's In particular, the margihal cost of skifled’

labor for a firm hiring both S and S2 workers is now W '(I/Q1+q)) + w ”(q/(L+q)) +
‘ ﬂ(q/(Hq)) instead of W, F (q/(H-q)) whep the edual pay provnsmn was

\ ’
enforced both ways. Since q > v, there will still bg some firms with

margina“;!osts of ws"(1+q) + nq - wuq.' The marginal productivity conditions -
- ]
along‘the lines- of (6) imply that.the wage of skilled majority workers is

#? given by (8), but the wage of skilled mir’;ority workers ishgi—ven by

-

l+q) *,
Notice that the difference between W ! and W " s F (k ) étF (k ), which is

'.t

‘(9')__\4”5“.'"”“7 Nia - F (K )|+q- (

13

- the dlfferénge in the value added to a firm Between meeting the q~uota by

h|r4n.,a sk lled worker and meeting it "by hiring an unskilled worker. Notice
also that W' falls as.t;h{quota is increased. . P
o Quantitativel¢.the impact of this modification is quite similar

[N

L ] .
to the skill bun‘fplng case d;scuss‘ed in the precedlng section. For q = .04s5
- v / '
the major dlfferences re that the skilled wage for blacks rises t/OO,

-

+ 199,35, and |98 7| for|'valugs of 'm of 0, 15, and 30, reSpectlvely, and the

- average skllled wage for whites falls to W' as reported‘in the preceding
. . P
case. ~Cor}trast;ing the reve‘r’s.e discrimih;'tior: case with th__e_.sk'ill bumaing
with equal pay cuse,| the lre5ult is slimplyan income trandfer ’f,rorn‘sk.ill'edq
whites to ’.skj.lAled blacks. ‘éiven re\'rerse diserir'nination and 7 = 36 _the

J_

average éarmngs of blacks relatlve to whites rises to. 9867 from the pre-AAP

‘ratio of 9387, w)‘nch |mp||es that 78 per cent of the gap is elimmated We

o / * " €
- wibl not go |r1to‘al] the detalls of the effect of AAP with rey\erse discriminatiqn

v
7




) with n = .099, but the blatk/whlteﬂawerage earnlngs ratio with n = 30 rises -

" ‘

_to l.thZ as a restF of AAP. we |mag|ne, however, that before that much

o~ e =

adJustment took place the qulcy would be abollshed (probably by a Supreme

. Court decision). - o , PR e 'f
g | - R - —
F Behavioral Prednct;ons o
T L It ls |mportant to polnt out “that the probable impact of the ’
' vt poldcy de:ends quite cruclall; on whether‘or not firms - find it possible to ]
’ - o

skill bump "as well as whether or not they can engage in reverse d|scr|m|natlon

This is shown qulte clearlY in Table 3 in which the average wages for the .o ¢
r four race/sklll categorles under AAP w|th a quota of . .045 w|th w assumed to Lo

N

. be 0. wlthqut sklll bumplng the program resul\s in a transfer from unskilled Y\\\
workers to skilled workers (especially minority anes), and the {ncrease’ :
.ln the ratlo of black to white earnlngs is qunte modest indeed, the prbgram

could hardly be .judged worth the re5ultént three per cent decline in GNP T

. . .
-

When skill bumpiag -takes place, AAP causes a small redlstrlbut|6n from<r

, skilled majority to unskilled*mlnorlty workers, and ®e increase in th?g TN
* N [}

average earnings of blacks is gPeater than wlrhout humplng The reverse

. . AR

discrimination case results in a further redlstrlbutlon from the Sl's to

the Sz's and there is a very substantial increase in the relative earnings

L)
- ~.

-
= ’ ‘s

These are verf different predictions about the effect of the '

- of blacks. M

»
-

P

. . »
. program, and it is thus in order to look more closely into the conditions .
under which skill bumping will take place. Recall in Part C of this section

ot

R . », " .
we maintained that itrwashln the interest of some firms to meet the quota
. . - «* . .’ K ) [N ’

v -
'




N ? ] . '
S .
: : . AR |
Table 3 .. . *
3 P ' ' ,"" Summary of AAP on:Distr};ution'of
T E . Earnings with g = ZOMSﬂgnd'ﬂ =0 .
-0 g A AT A2 2
- Case . Szfr Yy - Y  workers Workers Workers Y)
. 7. mre-AAP 150 150 >lop‘, 100 107.0  107:5 102.3 952
Mo Bumping 15915 191.9 94,57 9k.5 103.5  Jok3 © 93.9 958
Bumping 149.3 150, 101t2; 1000 107.0  107.4  103.4  .962
. — .
B ‘T -g?:i:?;inationlﬁ‘“7:8'\ 200 10).2 100 , 107.0  107,2  105.7 :536' '

-

V4

. / ) '4.
& ./ ‘ '

’ by hirﬂng‘underemplpyed Sq's to:per#orm'skilledj?anbions and

.
- -

v 5 .

N

) . . capacity. This, of course, implicitly assumes that the U2
' L] . b4

are hot'accompanfep by
- ' * g . ‘. -
d status have & zero productivity

U2'§ who are bumped totSki}le

.

"*%" " jobs. This would mean that the marginal cost of skilled labor
that skill bump would be (14q)u " + qr. Thus, ‘the equillbriun
NS“ would be Fs(l¥q) - 7(q/(14q)). Bumping is feasible if wS"

-..and this requires that FS,> Fu(l+q) + qn, but, unlike the case

-

inpart D of this section, this is not necessarily satisfied.
> ‘

TN . =,
/ - wOuld find it unprofitahle to skill bump. Then the effects of

¢ s

then labeling

some of their Uz's'as skilled but continuing to.use them in an unskilled

's who are bumped

up do hot protest tha fact that their new job titles (and higher salaries).

.

a '"m€aningful' job content. Suppose instead that the

-in their. new

for firms ..
»

'va‘i ue of

exceeds wu,

discussed

I3
If qis

’faifly larde (as it would bé,,for example, with the case of'VOmen); firms

the Arogram

) » would be fhose we obtained under ttee no skill bumping case. , Accordingly,
N . N M / - N . ~ (
_.’ N ,‘ —_ * - .



(‘;

S on the values of the parameters -- especially g and n) "For the ‘case‘of a

—tffére is na.reason for flrms to pay skilled whr;es more than thegr market

lt,vould be in.:the lnterests of unskllled workers to encourage bumplng E

would probably not be wnse for skllled maJorlty'workE‘E‘to do soj&if depeﬁds -

)

numer)cally small minority (1ike blacks in the U:S. or Greenlaqpers in

Denmark ‘but unllke, for example, blacks in Southqurlca, Cathollcs in‘f

*Northern Ireland french-speaking residents of Quebsc), q WIII be falrly .
small, and the above |nequallty will be .satisfied. 6 For the numerlcal

-

‘example with 7 = 30. and q = .045, bumplng wlll occur becauseQ50'> th 5 +

1.36 = 105.85 by a large margin. - _'h ) ) j» - ‘}':

It is thus likely that fq‘ithe cases of blacks and other.minorities
in. the 4.S. the'provlsionsiof AAP would be met by ﬂirms b;mping'unskilled' ;
target groups to skilled posltion??rather than by the Qholesale demotlon of'
.skilled majority workers. The other behav:oral question concerns - the exﬁﬁ“t
yto which firms will engage in reversevwa;e\drscrlmlnatuon . "As we showed .

.in part E of thjs secxlon, |t is clearly Hn their interests to do 50 ==

oA
- -

L3

-

wage just because the market wage of sknlled blacks is hlgher The extent
to *which there wi:ll be reverse. dlScrimjnation will depend on the degree to

whach the AAP authorities enforce thﬁisqual pay pipviSlon both ways. 4

Although reverse wage discrimination woulﬁ probably be ruled lllegal by

the COurtS, fnrms could lnvent inflated job tltles for skilled minority -workers,
1
\
agg it would be 'very expenslve for an Individual Sl to bring suit on the 4
“ -
grounds ‘of a form of dlscflmrnation that is probably sufficiently subtle

/

to fool most Judges and lawyers anyway. leen the neasonable expectatlon

£
' that theEAAP personnel would be less c0ncerned with reverse wage dlscrlminatlon

i

than wuth elrminatqng bOth dlscrlmlnatlon agarnst mlnorltces and cOmpllance ’

~

with the quota, lt thereforg seems l|kely that reverse wage dlscrlmlnathn

-
»
.

w0uld result from AAP.7 . . ST

3
« .r . "y
. ‘ “
/
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. SR ., .
N, Heterogeneous Labor T . -
., L. e , R L . - -
[} 0 . - . ‘! . u\
s s To thps ponnt we have considered the |mpact of AAP in the N
»

context of.a two-sk.nH mode‘l This permitted us to analyze a nymber of

- o

.

aspects of >the |nhpaet of‘ the program, but it Masks a very |mportant result

) , whixh POPS out of 3 more'con\rentmnal humap capital, theoret|c approach .

'. g Assume that prioD to the impaiti’%n ofﬁthe wage of maznty T
- . A -

workers was equal to the wa;ge fo'r’raw“ labor (W ) plus the market valug

T - T 4 - e
of'their-acquired skills (K),8 or ® - ‘ :
. < . . . i v . - ) . . , , . . .
&= - + . g . -
. ,‘(IQ) W, =W+ K . . )

dlscrlmtnatlon results in a Geductlbn o? the retur

of minority work'ers by a certain fraction, say 0 < A < 1. Thus,
, . ’ C 1
~ &’ t ’

-
.

. v Y ¢
Tosretain labor dlScrlmlnatlfn in the. model we W\H ‘as sume that emp}oyer

on the human capita‘l
A}

(mm w =.wo+ (L-’)K. C.

*

g],(K) and We hypothesnz; that the mean skill level of maJornty

(K)dK “exceeds l$2. %’I"ﬂaer. the dlStl’lbUtlonS gt and
. \ # )

e sense4‘at ‘G (K') > G (K ), for all K' < K

’

9y .are well behaved

O Kooy

where G =sm (K)dK is the cqmulatlve frequency distribution of skills
0" - .

for the rth rr'bu[;\ A 5Bt of marglnal and cumulatlve distributions with

..

p~lausible shapes ~for this problem are shown i.n Elgure 1., (

/l, ~

AAP ‘&JHS for equal pay for Identical job aSS|gnment and that

-each\Job must be.fllled by mlnorrty and majority workers according to “theijr .
- . .

L -

relative stze in ’the popula,taon This means that the p most sk;Hed mlnorlty
N
workers wi «ork with the most skllled majority worker, the®seeond p most
N . v PR . s Y
. " . - s o ¥ \ N . K i )
ro. ’ ) . ’ h Ot ' . ‘. 'u , ) - '
’ ‘ 0‘.‘ . 8 . . " 4 . .
- 4‘_ . " [y .~.' ., o -
. ?7‘ '4 . \
¢ ﬂ . ’ ' R RN . -
3 Pl . ~ -~ o ¢
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'a. marginal distributions
€

I

?r
cumulative
distributions

&
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¢ et

.

% .

£ 3

~

’

, 25

4£jority

. skilled minéi?IE)workers will"work with the second most skill(d

worker, and so on,

.

-

14

= with the job.

- , "2

The hlgth the vaIUe of the dﬂscrlmlnatlon coefflcrent A, the higher -

thswage ﬁ; the typical _jOb will be

4§
(12) W' =W. +6Ka+ (1-7

where 6 = p/(1+4p) and K

2 and K]

"cumylatlve frequency distributions;
(13) o (K))

It thus follows that dK]/dK

GW(KI) -G ;;0.

“~

The association between skill

that ig

) = gzlg‘ and dKz/dK]

Because of the equal pay provision, this means that
. I 4

2’ v

are the skill levels of each group associated

»

levels is determined by the

A

=~g]/gz'

' . Y .
It necessariWy'follpws t2at~sinte AAP eliminates wage dispersion

v

within job classifications and forces the distribution af job classifications

4

to be' identical for-both majority ap

ity workers, avewsage earnings

for the two groups will be the same. , The gain in ear by minority
.workers is - .
, ~
. ) ' - => -' - - -
-, ,,"- . (]") W , wz (] 6) (‘K] Kz) ‘+ (] 6)kA‘K2~ ~N
Differentiating thi§ with respect-to KZ’ we obtain -
d(w'-w) ¢ b
(15) ———2—= (1- 5,[32.,, + 8] :
. dK
2 Ql a
e second derivltive Is. .
¥ .I f N * _
SRPINITs L d (:K W) _ (1-6)1%,,-:-;2- _-9_§:i1] .
. 2 2 1 -
' When 4 = 0 the earnlngs gain is greatest for mlnoraty workers with skill

*

equal to K, (for dgz/dK < 0 and dg]/dK >0 aﬁOund K = K*)

accompllshed at K
rather it is accomplashed for K

K-

P

L4 . s

the value of KZ at which the galn fotﬁslnorsty workers is greatest

.
. .
’ 4
) A
—

.29

R Y

”

a

Th|s is not

) = K, in Flgure I for at this ponnt K] > K sb fl ’&fz,

somewhat lower and K] ‘somewhat hlgher than.

-

The

- ’
-

.
é v . "~
. .

—~

.

e
.




.

loss to ma;on‘iy workers due to tbe pollcy is given by . : .

(v7) Ur-w'=6(K ~K,) + 88Ky, s .

§

and this loss is grea tést under the same conditions as the gain ior minority

workers, is Jrealest P . .

v,

%, QQ- . g
t The precedlng results have a straughtfgn»ard intuitive explanation.
. s

"Unqer AAP -the most skilled and the least skilled minority workers are
, \ .

- matched with majority workers of more or les;A:EHal sknll, so they do nqt

gain very much by the pollcy. Mnnorlty workers in she middle of the skull"

.

¢ distribution, however, @re 'bumped. up .to work with relatuvely ﬁnghly,skllled
. ‘ 1

L4 ~

majority worEers, and thel benefit enormously. To put the result in more

ot o »

condrete terms, a blaek e neurosurgeon has’gone about as far as he can;

‘ a'bl foreman, en the ogher‘hand wo%ld stand .a good chance under AAP of

»
Y

here. The white plastlc surgeon is not

becoming a plant manager; the"tjxk dltchdlgger, who is at the bottom of tne

K2 distribution, i's, not gonpgﬂq?
. BTN ]
~much hurt by AAP"- the AAP administrators are mot .about to flood the .

-~ «

r‘ neur05urgeon market WIth fresh black B A.'s; the white  foreman, however,. ,

»,/would likely be'passed up in the search.for.plant manager; and the white
d§tchdigger wiél fohtinue to work with blacks as he has been doing far some
time. T - - ;

]

— ’ . .o .
‘ The most interesting point. about the he.erogen®ous labor case

#

t

- . i ~

concerns the_effect of AAP on the rate of return to achIrlng more skill.

. . “
4 The rate of return to acquiring amother unit of human_capital is. (ignortng’
& . . . v
. ! ]
out-of-pocket costs of investment) giVQHLbY ) .

‘

é

iy
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@ ~ In the pre- périod this was S C e
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for ma_;oraty labor and

1= A

- (- 8)+8(1-8) f /f - NN |
. < {2n) Ry-—= WK +(| 5)K1 5 . A -
; “and l‘ o : J
R S G(I-A)+(l-5)f /£ e

< _/ s : %
Fnrst, we ask what happens to the rate of return to acquartng human capita
’

_as a &sult of AAP. It can be shown that Rl' > Ri as

’
» L

f2 (1- A)[w +K ] ) \ 0

Since. fz/f'] is large for 18w K and small for high K, -this zans’that,_t_h_e
't » A *

-~ r ) ¢ Lo ) . AR
falls uﬁder AAP .Instead, the incentive structure is sugh that it pays'

- H

inorities to obtain ''just enough' human capital to get bumpred to a high

9 .

';,po;ntlon This-means ‘that the mlnority dlstrlbut!on of K would tend to

.peak in the middle, and, holding g(K). constant,\ th/wou'!d exacerbate the

?
.

Problem S SRS T

» i

" for majbrity workers? lt turns ouf that the condition: for R

2

to aé%uire more skill are Increased for the majarity ulatlon end lowéred

- oo

* (23) == > T_—(TT" o
, F & W +0-0K, _ L

incentive for minbrities to get to the high side of the skill distributian W

é‘econd, what happens to thé rate of return.té skill acquisl-tion\",
| > R is just ®
) .the opposite of the condition ‘for R! > Rz given by ('Zzg Thus,. the incentives .

(22) R) = v 0 sTl ' N

r e

. . o _ hd . ) ’ . . ' I .
, @) R = e L |
o for minority labor. Under AAP, th'ese rath of return become /_\




for the mlnorlty bopulatlon as a reSuit of AA‘ Accordlngly, |f the policy .

L/of re‘uiring odentlcal d|str|but|ons of job classiflcation were malntannedT

”

uld grow further;rpart rather* than comlng together.

“ &

 the skilkl distributions

. -1 - Thesé

Clts ‘suggest that skill distributions between maJor|ty

R

and mloohT\\\ggpulatlons wnll have a tendency, .to dlverge, and th|s would

-

$ . . .
l = )
first place. Thls conclusuon must,‘however, be qug&g{fﬁﬁﬁk To the extent

exacerbate the problems that make AAP a ﬁotent)ally de5|rable policy in thay

- - e

that family_ |ncome is an'lmpoftant determln%nt of the educatlonal attalnment

of chtldren, the policy w;lf snmultaneously lead to a convergehce of skill

¢ d|str|but|ons, for mtnorlty fgmblles -- especually ‘those in the middle of the
_— , , 9 -
sklll dlstrlbut on -- wnlJ g?4nofrom belng bumped to‘hrgher positions as .
N +
i well as from the elimination of iabor rket dlscrlmlnatlon In ‘other wdrds)\

£ . - .
AAP,VX{I reddce incentives for, mlnoratles to acquire skills (they won 't need

< ] 7 -

as/ﬁuch skill to “ﬁake it”), but it wi¥l increase their financial ability

-
- B

to acquire skill. Which of these etchts is'quantitative\y the more important

“ . -

> PR ' . M ’ . ‘ . o .
© is, given the state of the art, a mbfte? of'specu1af|on at this.time. For~’ -

D
.
. .

b]acks and other ethnit mlnorltles.Jn the U S., the, |ncome effect mlght be

Y

very lmportant. Fors whi te women, "on’ the other hand, the |ncome~effecg\

o
would not have much impact on decisions concernlng dducational atta|nment,
L3 - - -
\\ for AAP would not have much effect on t.eir parents‘-tncome“
- - - -2
V." ".Concluding Remarks . .o t - o N
‘ i .‘ ¥ .' ’ ;v

- Ay ¢ Y . ° H . * 3 ) H -
In this ‘papéer we have examined>the implications. of an economy-wide -
> ¢ o

affirmative action program under a number of alterne}idﬁ specifi;ations\of

3

-

the.way firms wilg react and -of thé'legal context. It is interesting to

)




]

. o ) . . -
© , contrast our results with those of Flanagan:‘o He attempts to estimate

. . B * 4

. . “w ’ -
the.potential impact of contract compliance prograns by caiculating the

reduction in the racial di%ferentiaihdue to the elnmlnation of varlous . =
+ ) -

sources\pf the differential Interestingly, hts empirical e.timates of
potential impact for the “full coverage“ caSe (his Table h) are in’line

+ with some of our fesults .i.n Section !il wath o= 30 . - .
. v - ) ’ - - '
The ponnt of our analysis as distinct from F]anagan s, however, )

- *

is that a rigidly enforced system of qdheas may have-lmporignt secondary
effec;s First, if skil]l bumping-is not legally permitted, thene will
be fairiy'serious allocational conseguences of AAP,’f;; a slgnificant(fraction
of skilled majority workers will not be'fullf/utiiized ifvé is set abo;e y

Second, if reverse d|scr|m|nat|on is legally and tnstitutionally permiss|bie,

" AP may result in a reversai of income diﬁf%rentiais bepween HﬁHOFItY and S
] Al
minority workers -- even if there is a wide disparity in initial skuH

distributions. Thlrd as we-ponnt out in the final secti n of the paper,

‘
itis likely that AAP would‘lower the incentives for minorlty workers to -

©+  accumulate high levels of skill bu€’ra|se the incentives for majority workers.

=

To the extent that this tendency is not offset by income effects, AAP

) ) ..
* would thus tend_to exacerbate par‘t of the problem of income inequality.
. § <

*

. A . o . . -
.Over_time, then, more and more resources would have to be a)located to the

L

program to keep-it going. ff
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. Footnotes: oL . . e

: . - . 1
Al -
¢ - . v e v ' 1 V
. k i s .
b 2

§ee Finis Welch, "EmP¥DVment Quotas for M#norlties,“ Joufﬁal of Polltlcél (
Economy, forthcoming. R ” .

- .
.

. This is- the sumplest version of the mode! of "employer dlscrumlnatlon“

set forth in Gary S. Becker, The Economics of. Discriminatiéon, University -
. of Chlcagb Press, 1956. ” ‘ ‘ . ;

Because of the’ aSSumPthn of linear homogeneity of‘the'production- function ~

E F(s,n ‘ Us(S/U). The marginal product of skilled labor is F_ =¢'(k), .

‘and the®elasticity df Qw.r.t. S is n =¢' k/¢. The elastic?ty of L JERLE .
sustitution between the two types of labor |steflned as ', .
o= ~¢(¢ ¢ k)/k¢o". Now the dewivative of F_ w.r.t. k is dF /dk = ¢'" ° O

-~ = =¢'(¢-¢"k)/kéo, and it quickly follows that d(log F )/d(log k) =

-Ll n)/c The Second re5ult above is de;uved ana1090usly \

‘See Finis Welch, "Education irf Production,' Journal of Political-Economy,

January/February 1970 and George E. Johnsoh, ''The Demand for Labdr by.

Educatlonal’Category,“ Southern Economvc Journal, October 1970. y
r4 »

g Morelformally, |f T = ’the average earnings of sk'illed maJornty workers

Is yg. = T (k')Y/q + F (k (1°y/q) . The effective skilledfunskilled ¢

. 'labor ratno is k' = k(q- -y)s)/{q+(q-v) ks), where s = s ./s. The effect

on y of an increase in the quota in the neighborhood of g =y is then
I T=p s ' e vy .
dvg = TP =5 (F-F )T} da, .

which is of ambiguous sign. Por the case of an 1nf|n|te elastigity of {
‘substitution; an increase if the quota decreaSes y" for-a low value “of -
O an increase in the quota increases Ys . '

~

..

6. We have of cquSe, made the strong assamption that the U,'s are comgletelz

unproductive in their new assignments., Welchy op. €it., “assumes that
they retaim a certain fraction e(0<6<l) of their former productnvuty as
unskilled workers.
This conclusion is consisten% with the_finding by Freeman that as. of
1973 black academics received 7-8 per bent more than whiteh§§ademles
with similar qualifications. See R." B.N Freeman, "A Premium\for Black
Academicians in the 'New Market ?," nimeo, Harvard Unlversnty, l97’~lr o
Thls implicitly assumes that the intra- factor elasttcuty of SubStltuthﬂ
is infinite, whjch means that the return to the kth unit of human caprtal
is |ndependent of the distribution of human capi tal across the pppulatton
This is consistent with.the snmulat:on results for the two skill case 5
with skill bumping set out in Section fi-D. When n was low in the case ‘
" of q.= g, the earnings of black skilled workers relative to black )
unskilled workers actually fell.

-
»

See Robert J. Flanagan, "The Influ€nce of Government Anti iscrimination
» Programs: Actual vs. Potentlal'lmpact ''" DOL-ASPER, No. 27, February l97'
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